Introduction


Islamic banking has emerged as an effective tool for funding projects globally. Most of financial institutions and centres are finding clear insights that Islamic finance has already been moving side by side within the global financial system. Islamic finance has the ability to contribute and to meet the challenges of ending poverty and boosting prosperity (World Bank, 2015) .
Islamic banking is one of the fastest emerging sectors in the last years. The Islamic finance sector has growing fast over the years, growing at 15-20% annually. Nowadays, assets of Islamic finance are close to US $2 trillion for all different sectors of the industry (World Bank report, 2015). Islamic banks are playing a positive role in enhancing economic growth in the developing countries due to its distinctive characteristics (Tabash and Dhankar, 2014).
Financial system and banking play an important role in economic activities in all countries. The flow of funds between lenders, investors and borrows creates the cycle of production and progress in the society. The banking sector constitutes about 80 % of the total transactions in the Middle East and is considered a major component in the economic growth and then economic development. The Middle East markets have recognized that Islamic banking alternative has become increasingly attractive among the investment community, corporate end users, consumers and intermediaries, particularly after global financial crisis in 2008.
The association between the financial sector and economic growth received much debate in the literature. There are three causal relationships between the financial development and economic growth that have been found. The first one is supply-leading which means that the financial sector is a vital factor for the progress of economic growth (Patrick, 1966) . The second one is demand following which means the financial development is a result of the development of the real sector (Herms and Lensink, 1996) . The third link between them is a bidirectional relationship. Many financial analysts have said that the efficiency of the financial sector is connected to the growth of the economy in any country. One of the empirical studies done by Tabash and Dhankar (2015) concluded a strong association between Islamic finance and economic growth in different countries of Gulf Cooperation council (GCC).
In spite of the considerable spread of Islamic banking sector, most of the work done in this area is theoretical basis. In this study, we try to do something different from the previous work. Therefore, we empirically examine the associations between the development of Islamic financial sector and growth of the economy in one of highly emerging economy in the Middle East and the world, which is the UAE. We encourage policy makers, financial scholars and investors to look into the results of this study and try to develop strategies, investments and plans to benefit of this growing financial sector. This study contains six sections as follows. Introduction provides an overview about Islamic finance industry. Section 1 gives a picture about current status of Islamic finance in the UAE. Section 2 covers the literature review. Section 3 covers the methodology. Section 4 outlines the results. Final section presents the conclusion. Source: Central Bank of the UAE report. 
Islamic banking in UAE
Literature review
The link between the progress of financial system and economic growth was considered as the most debated issue in the literature to examine, whether the financial sector participates in the growth of real sector or not. Schumpeter (1934) , Goldsmith (1969) , McKinnon (1973) , Shaw (1973) , King and Levine (1993) and some other authors have affirmed that finance has an important element of growth, while Robinson (1952) , Lucas (1988) and others have concluded it is only a minor growth factor.
Bashir and Hasan (2003) have discussed the relationship between financial development and economic growth in selected countries of Middle East. They used econometric models in their study. They found the size of the financial system affected its economic growth and had a great impact on it. Their findings are consistent with other studies done by King and Levine (1993) . In the same year, Bangake and Eggoh (2011) confirmed the viewpoint of existing bi-directional causality between the financial sector progress and the development of the economy in emerging economies. They selected many countries from all parts of the world. Their sample consisted of 71 countries covering the period 1960-2004. They used different econometric modelling techniques. Their findings support the idea that each sector affected the other, i.e., the relationship between the financial development and economic growth is bi-directional.
The studies in the context of Islamic banking and economic growth are limited. For example, Furqani and Mulyany (2009) in their study tested the link between Islamic finance and economic growth for Malaysia. They used methods of cointegration under the period 1997-2005 to test the link between the variables. They found that there is a bi-directional relationship between Islamic banking and long-term investment in Malaysia. In the short run, however, they found that Islamic banking granger cause the investment to develop in Malaysia. A more recent study on Indonesia by Abduh and Omar (2012) also has confirmed the view that there is a bi-directional association between Islamic banking development and economic growth in Indonesia.
At the same year, Tajgardoon and Noormohamadi (2012) We use different databases to fetch the required data to test the relationships between variables. World Bank, International Monetary Funds (IMF), and Islamic banks and financial intuitions databases are used. Different time periods are taken for all variables due to availability of data. The relation between the variables is shown in Figure ( 2).
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The econometric analysis is done by Eviews. Logarithms of time series were taken to void errors between series.
Johansen co-integration test and error correction model (ECM).
The co-integration procedure tests if the long-term association exists between variables or not. Johansen and Juselius in 1990 extended the cointegration work to include two important test statistics, which called the trace and the maximal eigenvalue tests to find and explore, how many co-integrating vectors exist between variables. This means that, if ~ I (1) and ~ I (1) then ~ I (0), so and are cointegrated. It has also a co-integration relationship as, = β + , moreover, if error term is stationary (I (0)), then the variables are cointegrated and the following hypothesis is stated.
H : β = 0 (no co-integration is found) H : β 0 (co-integration isfound)
If we reject the null hypothesis, it means we accept H 1 which means there is a long-term co-integration between variables. To test it, maximum Eigen and Trace statistics are used. If there is association between variables, then we can proceed to error correction model (ECM) as stated in the below equations. The number of lags in the model is chosen by the lowest Akaike information criterion (AIC) before the selected model is implemented by (OLS). Following the research works done by Odhiambo (2011) and Narayan (2008), we get the short-run parameters by estimating ECM associated with the long-run estimates. Short-run relationship can be derived by construction an ECM of the following forms.
where: ∆: The first difference α′ s : Short run coefficients δ: The speed of adjustment k i (1,2): # of lags 3.3. Granger causality test. The work of Granger (1987) lies in the idea that if the two variables are co-integrated, then dynamic relationships are found between them. Granger suggested a time-series data based approach in order to find causality. The equations for granger causality test can be written as shown in equations 5 and 6.
u 1t and u 2t are uncorrelated error terms. Table 3 the variables are stationary at first difference. We can notice that the P value is (0.0 <0.05) level of significance for GDP in the PP test. It means that the series is stationary. Sig. at: * 10, ** 5 and ***1 percent level.
Analysis, results and discussions
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The same picture can be seen for (Invest), the p value is (0.0048< 0.05) level of significance in ADF test. Further, for (Gf), the p value is (0.001<0.05) in PP test. It means that the GF series is stationary. Finally, the P value for FDI is (0.0251<0.05) in ADF test which means the series is stationary. These results recommend us to go further to cointegration test. The test value for FDI is (15.19850) and it is greater than (14.07) bound critical value. It is clear from the results of Table 4 and Table 5 that there is a long-term association between variables. And in order to find more insights into the casual relationship between Islamic financial investments and economic growth, ECM test is done. Error correction model results are reported in Table 6 . It is clear from Table 6 that the error correction parameters for the (1-4) equations are negatively correlated which assures the existence of causality in one direction between variables. The error correction coefficients show the speed of adjustment to back to equilibrium after shock is low. The positive sign coefficients of Islamic financial parameters in equations (1)- (4) supported the view that Islamic investments could positively affect the economic growth, business formation and FDI. In order to meet the normal estimates of ordinary least square model, diagnostic tests are applied to the ECM. The models passed all the diagnostic tests against serial correlation (Breusch-Godfrey test), heteroscedasticity (white heteroscedasticity test), and normality (JarqueBera test) as shown in Table 7 . and a dynamic economy, which creates a good atmosphere for foreign direct investment and through foreign direct investment come in home economy.
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Conclusion
The results affirm that the Islamic financial sector leads the growth of the economy in the UAE in terms of GDP, GF, and FDI. This means that Islamic financial system is an efficient financial system that improves the flow of money for the growth of the economy. In this regard, government of UAE should develop and maintain sound policies to enhance Islamic banking sector to promote economic growth of the country. In contrast, the results do not show the same relation for FDI, where the relationship is bi-directional. It means that UAE have an efficient banking system and a dynamic economy, which creates a good atmosphere for foreign direct investment and through foreign direct investment come in home economy.
